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{ Request for Reconsideration of Protcat Involving Evaluation
Pactors i3 Solicitation). B-190142. Decesber 7, 1978. 6 pp.

Decision re: General Telephons Co, of California; Ly Robert F,
Kellaz, Acting Coaptroller General.

Contact: Office of the Gemeral Counsel: Procuresent lawv 1I,

Orqanization Concerned;: PFederal Supply Sexrvice: Procuresent
Div., San ¥rancisco, Ci.

Authority: 57 Comp. Gon. 89, B~189450 (1577 .

A company requested recrasidezation of a decision
denying {ts protest concetning evaluastion factors in a
solicitation, stating that the argusents it pressnted were not
addressed. The prior decision did not discuss the agency'sz
aaticipated rejectivn cf a leame with a contingent tersination
charqe nfter ten years. Althouqgh the prior decision vas
sustained because the agency vas reascnble in refusing to
considar the value bayond the 10-year leane period of the f:ae
use of protester's equipsent, the agency was requested to
reexazine the soundness of the residual wvalue factor in
coaparing ccsts of purchasing and leasing equigssnt, A zagquaast
for a confarence vas denied =mince it wculd serve no useful
purpose. (HTW)
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FILE: B~190142 DATE: Daceasber 7, 1978

MATTER OF: General Telephone Company of
California-Reconsideration

DIGEST: '

1. Even though prior decision is sustained
because agency was reasonable in refusing
to consider value beyond ten year lease
period of free ure ¢/ protester's equipment,
prior decision does not preclude agency from

evaluating such value if it should decide to

do 80. Neverthelesa, agency is requested to re-
examlne the soundness of the residual value
factor used in evaluating the coet of purchas-
ing as compared to the cost of leasing equip-
ment.

2. Reéuest for conference in cunnection with
reconsideration of prior decision is denied
since no useful purpose would be served there-

by.

Gaeneral Telephone Compdny of California (GTC). re-
quesnts reconsideration of our decision B-190142, Febru-
ary 22, 1978, 78-1 CPD 148 denying its protest of the
evaluation factors in Request for Proposals (RFP) WNo.
9PN-126-A77/LC(NEG) issued by the Procurement Division,
Federal Supply Service, General Services Administration
(GSA), San Franc’sco, Califcrnia.

GTC sought more favorable evaluation of iis lease
based proposal for providing telephone equipment,
maintenance and related services in comparison with
proposals for the Government's purchase r £ such equip-
ment. GTC states its protist related to the following
deficiencies in the solicitation and action intended by
GSA in the evaluation of the proposals,

"l. GSA's u.,e of a residual value factor having
no effect on cverall costs to the governmant in
its cesi evaluation.
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“2. GSA's ume of a residual value factor for
purchase options only.

"3, GSA's arbitrary assignment of a 46 percent
residual value factor to purchase options.

"4. GS5A's fallure to evaluate lease and pur-
chas? nptions on the same basis, by considering
perceived benefits accruing to the governmunt
after the initial contract teim for purchase
options while failing to coneider such benefits
associated with lease options.

"5. GSA's stated intention to ignore clause 73
of the Sol.icitation by isiling to evaluate all
costs anticipated to be incurred by the govern~
ment; in particular, the cost to the government
of lost income tax revenues, the cost of self-
insurance, the cost of equipment removal, and
the costs associated with contract administra-
tiono

"6. GSA's refusal to evaluate the cost to the
government associated with self-insurance of
equipment, and costs associated with removal
anéd disposition of equipment.

"7. GSA's stated intention to improperly evalu-
ate GTC's proposed contingent termination charce.”

GTC statas that, in support of these points, it
submitied several meritorious arguments which the deci-
sion totally ignored or overlooked. 1In our opinion, tle
decision addressed the essential arguments raised by
the protester.

The decision did not discuss the anticipated rejec-
tion of GTC's anticipated submission of an offer of a
lease with a contingent termination charge at the end
of ten years. At the time of the decision, no su“h
proposal had been submitted or rejected in c¢onnection
with this procurement. GTC's anticipation was based



B-190142 k)

on informal converaations with GSA officials during the
protest conference in this Office at which tine the mat-
ter was discussed on an hypothetical basis only. GTC's
written conference comments discusaed an intention to
include In its best and {inal offer a contingent termi-
nation charge, As GSA had not formally presmnted its
views on this posaible approach, the matter was not
properly at issue. It was believed that an expressed
intention to make an offer which may or may not he im-
plemented did not warrant further delay of the decision
untll a specific offer could be made and the comments

of GSA obtained., 1In addition a protest submitted by

tlie Arnichorage Telephone Utility (ATU) under another GSA
solicitation initially was combined with GTC's protest
because it involved similar facts and the identical
issues concerning the propriety of the 46 percent resid-
ual value for purchased equlpmcent. That protest was
withdrawn when an award .sar made to the protester. It
was our understanding that the best and final offer of
ATU included such a contingent termination charge.

The decision held that based c¢n the information
avajlable to GSA, the agency's determination to use for
evaluation purposes a residual value of 46 percent for
purchased equipment was not without a reasonable basis.
Th:. decision precludes neither the use of nther reason-

'hiz residual values based on the same information nor
the pou.ibiiity of new or better information dictating
lower rcsidval values in the future., GTC submitted no
facts or ar.yuments with 'its original protest or its,
raequest for reconsideratioy which are persuasive enough
to warrant overturiaing GSA's fietermination. The 1977
study of the communications market which GTC submitted
in connection with its request for reconsideration con-
cludes that use of digital technology in PABXs is rap-
idly drawing to a close the days of 30 to 50 year old
manual PABXs and will shorten lifetimes of PABXs from
20 to 25 years "toward" the B to 10 years typical of
computer equipment. It piedicts that by 1981, the
average life of PABXs will be 16 years and that the
manufactured cost per average PABX line will increase
substantially. GTC points out that this average figure
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includes manual PABXs with service Jives of over 20
years. It does not, however, provide the expected
ratio of manual PABXs to those using digital technol-
ogy in 1981 and there is no indication in that part
of the study submitted to us that the projections in-
clude,. Government users. In any event, such prognosis
is judgmental and procuring agencies r it be afforded
latitude in making such judoments, With due regard
for the accuracy of ptedictions, especially as they
pevtain to timing, and for the constraints upon

the Government in acquiring only its ninimum needs,
we believe this study provides no support for con-
cluding that GSA's use of a 46 percent residual

value baced upon an expected usafu. life to the
Goverrment of 18.5 years wacs unreasonable.

GTC states that it has reason to believe that a
GSA study conducted since the filing of th» 1 itial
protest indicated the usefu) service life tu:@ similar
equipment to be much less than 18.5 years. GSA has
informally informed us that it is aware of no suci
study.

GTC's request clearly demonstrates its strong
disagreement with the conclusions of the decislion
and expresses its concern 48 to its possible efilect
upon the ability of the regulated teleph~nne industry
to compete effectively with equipment venaors for
Government business. While GTC concedes that the
decision considered the propriety of the 46 percent
residual value for purchaged equipment, it contends
that it did ot compare the r=lative residual values
of leased and purchased equipment at the end of a ten
year lease period, 1In this regard, the decision
stated:

*In the case at hand, GSA has determined
that purchased equipment has an actual
useful life in excess of 10 years but
must be evaluated on a 10 year basis

only to facilitate the comparison of the
total costs over the maximum lease period.
At the end of 10 years, GSA will have no
enforceable rights to leased equipment
but with regard to purchased equipment,

it will have complete control and title
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and the rcasonable value of such title
and control should not be ignored in the
cost comparison. In General Telephone
Compuny of California, 57 Comp. Gen. R9
(1977), 77-2 CPD 376, we recognrnized the
residual value of purchased equipment as
a proper evaluation factor provided the
solicitation gives proper notification
thereof.

"The protester's suggestion that residual
value be evaluated in the event of both
the purchase and leaze of equipment over-
looks several factors., While cost con-
siderations of moving and reinstalling
equipment would r+duce the value of pur-
chaged equipment, the equipment may remain
in place for many years beyond the 10 year
evaluation gnriod. A regulated lessor
may be obligated to continue maintenance
after 10 years at rates based on service
- ¢costs only as approved by a regulatory
commission but this obligation is not
controlled by GSA and would not exist
with regard to lessors whose maintenance
rates are not regulated., It is uncertain
at this time what those rates will ke,
further, regulated lessors do not permit
maintenance of their equipment by Govern-
ment personnel or by other contract per-
sonnel. Thus, GSA would be restricted
in its maintenance options for leased
equipinent.”

We did not find unreasonable GSA's refusal to con-
sider the value of GTC's conditional offer of free use
of equipment beyond 10 years at requlated maintenance
rates because the offer was conditional and its value
indeterminate. That ie not to say, however, that tae
free use of equipmient at regulated maintenance rates
can have no recognizable value. To the contrary, we
think it is obvious that the proposal is of some value
to the Government. However, it is not our function to
evaluate proposals for other Government agencies and
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our review is limited to determine whethei the evalu-
ation is reasonable, We concluded that it was reason-
able and we cannot now conclude that it is legally
objectionable. However, our Program Analysis Division,
which reviewed the ec./nomic soi'ndness of the 46 percent
residual value, concliled that it may be too high and
that a more comprehens've cconomic evaluation of the net
residual value shou'” be effected. By letter of today

to the Administrator of GSA we have requested that this
matter be reexamined.

Under the circumstances we see no useful purpose
to be served by the conference which GTC has requested
in this matter, M.C. & Db. Capital Corporation--Recon-
sideration, B-189450, Auguat 25, 1977, 77-2 CPD 148.
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Acting Comptroller General
of the United States






